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The Social Security Act Reserve 


The question whether the provisions of the Social 
Security Act establishing a huge reserve for old age 
annuities should be changed is receiving serious considera- 
tion. Outstanding proponents and opponents of a change 
in the reserve requirements have defined their positions. 
The question has such important social and political impli- 
cations that the public should be thoroughly informed on 
what is involved. (See INFORMATION SERVICE of Sep- 
tember 5, 1936, for a summary of the whole program.) 


CoNnTRIBUTORY OR NONCONTRIBUTORY PENSIONS? 


One of the first questions which had to be decided when 
provision for the aged was under consideration in the 
proposed law was whether the beneficiaries should or 
should not contribute to a fund from which pensions 
would be paid. It was decided to utilize two different 
methods of providing for the aged. To assist the states in 
providing for needy old people the federal government 
gives grants-in-aid which the states must match. How- 
ever, the federal government cannot give more than $15 
per month per person. It is expected that such provision 
will have to be made indefinitely to needy old people who 
are not covered by or are not adequately provided for by 
the second method—a compulsory contribution to an 
annuity fund. 

The actuaries estimated that if noncontributory pensions 
of from $20 to $25 per month were given to dependent 
people 65 or more years of age, of which the federal gov- 
ernment would pay one half, the federal grants by 1950 
would amount to between $397 million and $712 million, 
by 1965 to between $732 million and $1,091 million, and 
by 1980 to between $857 million and $1,294 million.* 
To relieve the Treasury for the most part of this burden 
it was decided to tax each employee, under 65 years of age 
and earning $3,000 a year or less, one per cent of his wages. 
This tax is gradually increased until it reaches three per 
cent in 1949, The employer is required to pay an equal 
amount. Domestic servants, agricultural and casual 
workers, employes of charitable, educational and religious 
organizations, employes of federal, state and local govern- 
ments, professional people, housewives, and all self-em- 
ployed persons, such as farmers, proprietors, and business- 
men are excluded. “When all these are taken into account, 
it will be found that less than one half of the employed 
population, and fewer than one third of the total number 
of adults, are covered by the plan.”? 


or H. Douglas, Social Security in the United States, 
pp. 54-5. 
2 Maxwell S. Stewart, Social Security, pp. 130-1. 


The federal government guarantees to pay the worker 
a specified amount each year after he is 65 years old, pro- 
viding he retires from his job. The monthly payments 
range from $10 to $85, according to the amount of his 
earnings and the length of time he has paid in. A person 
who was 60 years of age when the Act went into effect 
in 1937 and who has earned only $2,000 by 1942 will 
receive the $10 a month minimum. A person who was 
over 60 years of age in 1937 will receive, when he is 65 
years old, in a lump sum 3% per cent of his earnings 
from 1937 up to the time he is 65 years old. 


The size of the annual payment is calculated to return 
to the worker during his lifetime his full contributions with 
interest. If he lives longer than the average person, he 
will receive a sum greater than the average. If his life 
is shorter than the average, he will receive a smaller sum 
but he is promised that he or his heirs will receive every 
dollar he has put in. 


No annuities are to be paid until 1942, when it is esti- 
mated that a reserve of $3.5 billion drawing three per 
cent compound interest will have been accumulated. The 
reserve must be invested in government bonds paying 
three per cent. The reserve will continue to grow because 
only a small proportion of employes will be eligible for 
pensions and new workers coming under the plan will 
outnumber retirements for many years. “Not until after 
1965 is it expected that benefit payments will be as large as 
the employer-employe contributions. And by that time the 
reserve fund will be approximately 36 billion dollars. It 
will continue to grow, moreover, in succeeding years 
through the addition of interest, and will reach approxi- 
mately 47 billions in 1980,”* a point where, if population 
remains constant, it is estimated that contributions and 
interest will just balance pension payments. 

But who will pay the interest? Interest of $47 billion 
at three per cent is over $1.4 billion and the government 
will have to get it by taxation. As pointed out it also pays 
interest while the fund is accumulating to $47 billion. 
Whether the government shall accumulate a vast reserve 
upon which it has to pay enough interest to supplement 
the contributions to the fund, so that the fund will be able 
to meet the demand for pensions, or whether the govern- 
ment shall, after a moderate reserve has been established, 
appropriate enough from general revenues to meet the 
obligations of the fund is the principal issue between the 
proponents and opponents of the law as it now stands per- 
taining to reserves. 


3 Stewart, op. cit., pp. 129-30. 
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The President’s Committee on Economic Security sug- 
gested a plan under which payroll taxes would be less 
and would increase gradually to 2.5 per cent each for the 
employe and employer by 1957. By 1965 a reserve of 
from $15 to $16 billion would be accumulated. Between 
1965 and 1970 government contributions would begin and 
gradually increase to $1.4 billion by 1980. “After about 
the year 2000 the federal grants were to be approximately 
equal to the annual amounts of interest which the system 
would lose from not having initially built up its reserve 
from the full contributions required from the older workers 
to eliminate any ‘unearned’ annuities.”’* 

The purposes of this plan were to keep the reserve 
within minimum limits, lessen the problem of reinvest- 
ment for private holders of government bonds (owing 
to the extensive buying of these bonds by the reserve fund), 
minimize the withdrawal of purchasing power from the 
field of consumers goods, pay fairly adequate annuities to 
those in the upper age groups and thus during the transi- 
tional years decrease the costs to the federal and state 
governments of noncontributory old age pensions, free 
the federal government from subsidizing during the transi- 
tional period the actuarially “unearned” annuities, and 
enable the government to do the subsidizing when financial 
conditions presumably would be better.° However, the 
government rejected this plan and decided to levy a pay- 
roll tax large enough to make unnecessary government 
contributions derived from other forms of taxation. 


OPPOSITION TO THE RESERVE PROVISIONS 


Evelyn M. Burns, an opponent of the reserve provisions 
in the Social Security Act says: “Unless we are willing to 
say, in view of the existing inequality of incomes and the 
low level of those at the bottom of the scale, that the richer 
must pay for part of the security of the poorer, it is illogical 
to demand revision of the financial methods of the Security 
Act. It is useless to urge the abandonment of the unwieldy 
reserve in the old age annuities plan unless we are willing 
to supply from general taxation the sum that would other- 
wise be yielded by interest on the reserve.”® To avoid 
general taxation to meet government contributions for 
many years to come payroll taxes were put higher than 
necessary and young people will not only pay for their 
own old-age security but for people already too old to 
pay for their own.’ Furthermore, no one can say what 
conditions in 1980 are likely to be. At that time all the 
payroll taxes for old age annuities will be needed to pay 
for current annuities and the government will have to 
raise money not only to meet other features of social 
security but to pay interest on the immense borrowings 
from the old age reserve. 

Mrs. Burns does not contend that no part of the money 
required by a security program should be provided by taxes 
imposed on employers and workers. But she contends 
that if the relatively well-to-do people are to contribute to 
the welfare of the less fortunate “the most certain way of 
shifting the burden in this direction is to raise the money 
by more steeply graduated inheritance and income taxes.’’® 

Another critic, Maxwell S. Stewart, calls it an “anomaly” 
that the government should be “piling up a 40 to 50 bil- 
lion dollar reserve fund in order to obtain the privilege of 
taxing the people for money to pay old-age pensions. This 
could have just as well have been done in the first place, 


Douglas, op. cit., pp. 61-2. 
5Ibid., p. 62. 
SE. M. Burns. Toward Social Security, p. 239. 
TIbid., p. 169. 
8Ibid., p. 172. 
®Ibid., p. 176. 


because it is obvious that no matter what financial jug- 
glery is indulged in, each generation must pay for the 
security of its own aged. Money can be stored up for the 
future through hocus pocus, but true wealth must of 
necessity come almost entirely from current production.” 

Furthermore, Mr. Stewart points out that the workers 
will not only pay their percentage of the payroll tax but that 
the percentage paid by the employers will be shifted to 
consumers, the great majority of whom are workers and 
in the low income groups. Thus, the bulk of the payroll 
taxes will come from those who normally spend their 
entire income on everyday living expenses. The sur- 
pluses accumulating in the reserve will be used to buy 
government securities from banks, insurance companies 
and wealthy individuals who will not use the proceeds for 
consumers’ goods. Hence, although the Social Security 
Act was intended “as a device to raise consumer purchas- 
ing power and stabilize our economic system, it threatens 
to unbalance the economic structure through its tax on 
low-income groups.”?! The previous holders of govern- 
ment bonds will have to seek other investments. “But the 
market for private investment is dependent on a steady 
and continuous expansion of consumer buying power. And 
such an expansion is most unlikely in face of the effects of 
the payroll and wage taxes.”** Since the demand for 
investment in new factories, machinery, housing, etc., is 
limited by consumer demand the lack of such demand 
means idle money, hoarding, and depressed business or 
spending by the wealthier groups for luxuries and em- 
phasis on production of luxuries while the poor lack neces- 
sities. “Thus, the indirect effect of a social insurance 
which is supported by wage and payroll taxes is the 
opposite of what was originally intended. Instead of being 
an agency for redistributing wealth to the needy, it may 
actually deprive the poor of bread and decent housing 
so that the rich may enjoy caviar and yachts. This is 
inevitable in any security plan which is based on the 
accumulation principle, if only because it forces the poor 
to save where they have never saved before. There can 
be no escape from this dilemma as long as social insurance 
is required to be actuarially ‘sound.’ ”** 

There are very good reasons why a private insurance 
company should operate according to actuarial principles, 
but they become “a little absurd when applied to a com- 
pulsory scheme established by the government. The gov- 
ernment does not need reserves as long as it possesses the 
power of taxation, and it really has no place to invest 
them. A country cannot meet the hazards of unemploy- 
ment and old age by storing money in a bank, or investing 
it in bonds. The attempt to do so may even precipitate 
the crisis which it is meant to preclude. What is needed 
is a technique of distributing current wealth—food, 
houses, coal, and cultural facilities—to the unfortunate 
sections of the population. Thus the problem appears to 
be one of equalizing today’s burdens rather than of saving 
for future catastrophes.” 


DEFENSE OF THE RESERVE PROVISIONS 


Perhaps the most elaborate defense of the reserve pro- 
visions of the law has been made by Alanson W. Willcox. 
assistant general counsel of the Social Security Board in 
a series of articles in The Annalist, August 17, 24, and 31, 
1938, from which extensive quotations are made, by per- 
mission, in this article. Mr. Willcox stresses the fact 


10 Stewart, op. cit., p. 156. 
11]bid., p. 162. 
12]bid., p. 265. 
18[bid., p. 269. 
14] bid., p. 163-4. 
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that his statements and arguments are made upon his 
responsibility alone and that “no member of the Social 
Security Board or any other government officer has 
approved the content of these articles.” “The so-called 
‘reserve problem’ really boils down,” he says, “to this: 
Shall our national government keep honest books? Or 
shall it not?” 

In reply to those who claim that the Treasury is steal- 
ing money set aside for the workers he quotes the recent 
public statement of the Advisory Council on Social Secur- 
ity, an impartial body of experts, that “the present provi- 
sions regarding the investment of the moneys in [the] 
old-age reserve account do not involve any misuse of 
these moneys or endanger the safety of these funds.” 

The “Old Age Reserve Account” in the Treasury is an 
“account” rather than a “fund” and its primary purpose 
is to serve as an account of the Treasury’s accrued lia- 
bility. The problem of dealing with this liability should 
be conceived “not in terms of an accumulation of payroll 
taxes, but in terms of a reflection in our annual budgets and 
in our public debt statements of the huge liability assumed 
by the government for pensions payable 40 and 50 and 60 
years hence.” 

The payroll taxes go into the “general fund” of the 
Treasury and Congress makes appropriations from that 
fund to meet the liability for pensions. The Treasury 
uses the appropriations to buy government bonds for the 
old age reserve. They can be bought from the public or 
they can be special bonds issued for the reserve. In the 
first case the reserve would be acquiring some of the 
outstanding national debt and in the second case the 
Treasury would be going in debt to the old age reserve. 


However, “an appropriation need not mean a spending. 
Appropriations make up the debit side of our annual 
budgets: when the Treasury Department recommends an 
appropriation to the old-age reserve account, it is recom- 
mending merely that an item be written into the debit side 
of our national ledger. The money is not necessarily 
spent in the year in which it is appropriated. Much of it, 
indeed, will probably never be spent, though interest 
earned on it will be. 

“When the board of directors of a corporation sets 
aside certain money for a depreciation reserve, it may not 
plan to spend a penny of the money for many years to 
come. The setting aside is an ‘appropriation,’ and it is 
made for the purpose of showing the stockholders where 
the company really stands. . .. The old-age reserve account 
is in truth a device for national budgeting against the 
factor of human depreciation.” 


Furthermore, “neither the government nor any indi- 
vidual would be a penny the richer or a penny the poorer 
if the bonds in the reserve account—‘special obligations’ 
or obligations bought on the market—were destroyed. It 
seems to me more realistic, therefore, to disregard these 
bonds as either an asset or a liability, and to disregard the 
interest they earn.” However, “no approach to the prob- 
lem can be sound that leaves out of the reckoning the 
government’s enormous accruing liabilities.” 

If no payroll taxes at all were levied and the govern- 
ment promised to pay the scale of annuities provided in 
the Social Security Act it could handle the transaction 
as it did its promise to pay the bonus certificates to the 
World War Veterans. The reserve account established 
for that purpose was the legislative model for the Old 
Age Reserve Account. Congress distributed the load of 
the certificates over a 20 year period by making annual 
appropriations, not related to any special source of rev- 
enue, and the appropriations merely showed “the increas- 
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ing imminence of the liability—appropriations that, for 
the most part, were nothing but bookkeeping entries. 
Appropriations to that reserve were invested in special 
government bonds issued for that purpose alone.” 

“In some of those years we had substantial budgetary 
surpluses and in some of them we had large deficits. In all 
cases the amounts appropriated were invested in special 
government bonds. In the good years the proceeds of 
those investments were used by the Treasury to retire 
debt outstanding in the hands of the public. In the bad 
years those proceeds were used to lessen the amount of 
new Treasury borrowing from the public—were used, that 
is, for current operating expenses.” The banks and indi- 
viduals concerned were merely interested in the fact that 
the government had promised to pay the bonus certificates 
and not in the internal mechanism of a reserve in the 
Treasury. They relied on the government’s taxing and 
borrowing power to meet its liabilities. 

Mr. Willcox points out that “the primary function of 
the [old age] reserve account is to write into each annual 
budget an appropriation equal to that year’s increment in 
accrued old-age pension liability and to write into the 
public debt statement of the United States as of any given 
time the total liability accumulated up to that time—to 
spread these liabilities upon the public records, where 
all who run may read.” 

The Old Age Reserve Account is a much greater liability 
than the bonus certificates and may require “spending 
at least three billions in each and every year from 1980 on, 
forever,” and special taxes have been levied to help meet 
that liability. If Congress had established a flat-scale bene- 
fit system, as the British did, involving more nearly equal 
annual disbursements in perpetuity, there would have 
been less need for reserve financing and an annual charge 
could have been written in the federal budgets “without 
seriously distorting their portrayal of the fiscal situation.” 

But a noncontributory system of pensions involves a 
“means test” or governmental inquiry into the resources of 
the applicant and his relatives who might be responsible for 
his support. It also involves taxing those who have to 
support those who have not. The probabilities are that 
the needy aged would under such a plan receive very 
meager pensions as they do in European countries. 


Our contributory system involves graduated payments 
and benefits in proportion to income. This involves an 
accumulation of reserves and guaranteeing annuities 
whether the recipients need them or not. The government 
will make use of these reserves and it will be obligated to 
pay interest on them as it does on other borrowings. 
Every dollar borrowed from the reserves means less bor- 
rowed from financial institutions and individuals with 
money to loan. Since the government pays interest on 
such borrowings it has to pay it on reserves created by 
purchasers of annuities. 

Furthermore, “so long as the budget is seriously unbal- 
anced, a dollar borrowed from the account means a dollar 
less of new money borrowed from outside. If the budget 
were balanced, each dollar borrowed from the account 
would probably mean a dollar paid off on the debt to 
Wall Street. In either event, the debt on which the gov- 
ernment must make interest disbursements to members 
of the public is a dollar less for every dollar of reserve 
account money ‘invested’ in governments.” 

Mr. Willcox says: “A ‘pay-as-you-go’ system, with tax 
rates ranging up to an ultimate 10 per cent or 12 per 
cent of wages, is theoretically possible. But it would 
mean that workers now young, who are scheduled to 
retire in 1970 or 1980, would pay very little for their ulti- 
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mate pensions, the rest of the cost being cast upon the 
workers of 1970 and 1980. The question is not whether 
this is possible but whether it would not be grossly 
unfair.” It is highly important “that we should not prom- 
ise more than we are reasonably sure we can carry out” 
and that we should maintain flexibility in the reserve 
account mechanism. The statistical assumptions of 1935 
have already been proven inadequate. “Already the 
assumption of initial coverage of 26,000,000 persons has 
been seriously upset by the receipt of more than 39,000,000 
applications for social security account numbers.” The 
trend of future wage levels and the future average age of 
retirement are uncertain. If the system is underfinanced 
or overfinanced readjustments will have to be made. 
“Such evidence as exists today makes it distinctly more 
probable that the system is underfinanced than that it is 
overfinanced,” and if it is underfinanced appropriations 
in excess of tax receipts will have to be made to constitute 
interest on the recognized permanent deficit. 

If the system is inadequately financed and if a financial 
stringency required the scaling down of pensions it would 
mean a denial to millions of people who had every right 
to expect the government to keep its promises. Where 
such people have come to feel that their pensions are a 
matter of right they would constitute a political pressure 
group of vast proportions. If Congress liberalizes pen- 
sions without simultaneously imposing taxes to meet the 
increased costs the financial soundness of the system will 
be rapidly undermined. 

In reply to those who fear that Congress will spend 
recklessly because it has increasing revenues from old 
age taxes, Mr. Willcox suggests that “as long as the gov- 
ernment can borrow: money for current expenditures at 
less than three per cent it is hard to believe that the availa- 
bility of three-per-cent money in the reserve account. . . 
can constitute a great incentive to extravagance.” Fur- 
thermore, “during the period while we are piling up ‘old- 
age debt’ at the rate of some hundreds of millions or some 
billions a year, it seems to me that Congress is less likely 
to spend recklessly in other directions if it is constantly 
aware of the old-age burdens that are accumulating than if 
those burdens are left unfunded and unrecognized. In this 
respect, particularly, honest bookkeeping is a necessity of 
a democratic government.” 

To those who fear that the old age annuity system will 
prove to be seriously deflationary because it will retire 
the public debt too fast and thereby deprive private finan- 
cial institutions of necessary media of investment, he points 
out that during a pump-priming period it is a poor time 
“to argue that we are likely to retire our national debt too 
fast,” an argument more plausible in the 1920’s. Nor 
should it be forgotten “that as recently as 1916 we had 
virtually no national debt at all” and that there is no 
point in maintaining a national debt in order that the 
many may pay tribute to the relatively few who want to 
loan money. “When the Secretary of the Treasury 
recommended the so-called ‘full reserve system’ for old- 
age insurance, he suggested investment of the reserve in 
the public debt or in useful public works. If we create a 
Mississippi Valley Authority; if we construct a trans- 
continental toll highway; if the government should be 
forced to take over the railroads; if government money 
could ever fertilize the capital available for low-cost hous- 
ing; we bid fair to offer to the investing public govern- 
ment-guaranteed obligations sufficient to stock every pri- 
vate portfolio several times over.” 


Although a strong case could be made for reserve 
financing for some of the other features of social security, 
he believes that none of the other programs “holds dangers 
of anything like the magnitude of the dangers that lurk 
inevitably in a system of old-age insurance—dangers 
against which the reserve account mechanism, until some 
alternative is discovered, is an essential link in such pro- 
tection as we enjoy.” 

The social security problem raises many questions, 
some of them concerning the fundamentals of the economic 
order. The main purpose of this article has been to aid 
in clearing up confusion concerning the nature of the 
reserve about which there has been so much controversy. 
There may be fair question as to the necessity for so large 
a reserve fund but the mere fact that the payroll taxes 
are at present used to help in meeting the expenses of 
government does not appear to constitute a misuse of 
the money paid in for the purpose of buying annuities. 
If and when the government is able to balance its budget 
and make a beginning of debt reduction it will be in better 
position to meet the interest payments due the old-age 
reserve. Until the budget is balanced borrowing continues 
to be necessary, and whether the sums needed are bor- 
rowed from the reserve or from other sources the fiscal 
situation remains the same. 


Trends in Church Attendance 


The Seminar on Church Attendance of the Commis- 
sion on Evangelism of the General Council of the Con- 
gregational and Christian Churches furnishes the fol- 
lowing figures for 532 churches with complete attendance 
records for the principal Sunday service during the years 
1930-1937 inclusive :! 


532 CONGREGATIONAL AND CHRISTIAN CHURCHES 


Year Average Attendance 


While the data are limited, the results are interesting. 
They indicate that if the depression had any cumulative 
effect it was in the direction not of increased, but of 
lessened, interest in religious worship. 


One Way to Distribute Church Pamphlets 


Recently a member of a trade union in Reading, Pa., 
wrote to the Council for Social Action of the Congrega- 
tional and Christian Churches, 289 Fourth Avenue, New 
York, that he had become acquainted with their periodical 
Social Action through the Educational Committee of the 
union to which he belonged. The church of which he was 
a member had not shown any interest in the type of ma- 
terial appearing in Social Action but the member of the 
union reported that he had arranged with his Sunday 
school class to sell Social Action in his church. 


1For an earlier discussion of church attendance figures of this 
religious body see INFORMATION SERvICE for December 12, 1936. 
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